1980.1

Accounting Policies Handbhook

Directive Number: 1980.1

U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
WASHINGTON, D.C. 20410-8000

OFFICE OF THE CHIEF FINANCIAL OFFICER

Special Attention of: Transmittal: Handbook 1980.1, Change 2
Issued: September 2015

1. This Transmits:

Change 2 of Handbook 1980.1, Accounting Policies Handbook. It includes the Table of
Contents, Chapter 1, Overview and Authority, Chapter 2, Consolidated Statements,
placeholders for Chapters 3 and 5, Chapter 6, Internal Use Software, Appendix 1,
Definitions, and Appendix 2, SFFAS 10, Accounting for Internal Use Software.

2.  Explanation of Changes:

The Accounting Policies Handbook was initially established with one chapter on
Consolidated Statements, but it was always envisioned as encompassing other policies
related to accounting activities. Prior accounting handbooks have focused on the use of the
financial systems HUDCAPS, LOCCS, etc. These handbooks will change as systems
change. This handbook focuses on policies requiring accrual estimates, write-offs,
eliminations, depreciation, and other accounting entries required by GAAP and not ordinarily
triggered by a transaction or award.

In the audit of HUD’s FY 2014 financial statements, the HUD OIG identified the need to
develop and implement procedures requiring OCIO to provide timely and reliable
information needed to accurately account for HUD’s internal use software in accordance with
SFFAS 10.

With the addition of this chapter on Internal Use Software, Handbook 1980.1 provides policy
guidance for implementation of FASAB SFFAS 10, Accounting for Internal Use Software,
which was first published in October 1998.

Chapters 1 and 2 and Appendix 1 were also modified to accommodate the addition of this
new chapter. Other financial policies will be created and inserted into this handbook, and
filing instructions will be provided as they are developed. Chapter 3 is reserved for insertion
of HUD’s Grant Accrual policy. Chapter 4 was recently added and incorporates the Purchase
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Card Accrual policy. Chapter 5 is reserved for HUD’s policy on Goods and Services
Received but Not Invoiced.

3. Filing Instructions

This is a new chapter within Handbook 1980.1. This transmittal should be placed prior to the
transmittal of Change 1 of the Handbook. In addition, a new Table of Contents replaces
page ii as pages ii and iii. A revised Chapter 1, Overview and Authority, replaces the old
Chapter 1. A revised Chapter 2, Consolidated Statements, replaces the old Chapter 2.
Placeholders should be inserted for Chapters 3 and 5. The new chapter, Chapter 6, should be
inserted after the placeholder for Chapters 5. The revised Appendix 1, Definitions, replaces
the old Appendix 1, and a new Appendix 2, SFFAS 10, Accounting for Internal Use
Software, is to be inserted after Appendix 1.
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1. This Transmits: Change 1 to Handbook 1980.1, Accounting Policies
2. Summary: Handbook CFO-14-004 has been updated and incorporated into this handbook.
3. The changes are:

a. Clarifications of responsibilities by OCFO — Accounting staff in review, monitoring,
and validation of accrual estimates.

b. Formatting policy as Chapter 4 of CFO Handbook No. 1980.1.

c. Handbook CFO-14-004, Accrual Policy - Purchase Card Expenses is superseded by
Change 1 to Handbook 1980.1.

d. See attached file (Changes in Purchase Card Accrual Policy from original) with
edits highlighted in tracked changes.

4. Filing Instructions:

Remove : Superceded Handbook CFO-14-004, Accrual Policy - Purchase Card
Expenses issued January 2015.

Insert in Handbook 1980.1, Accounting Policies:

Table of Contents page ii changed — May 2015
Purchase Card Accrual Policy pages 4-1-4-2 changed — May 2015

Note: OCFO-Accounting staff perform all activities required in the policy. The Purchase Card
Accrual Policy does NOT require any activities to be performed by any Program Office other than
OCFO.
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Special Attention of: Transmittal: Handbook 1980.1
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1.  This Transmits:

Table of Contents, Chapter 1, Overview and Authority, Chapter 2, Consolidated Statements,
and Appendix 1, Definitions, of Handbook 1980.1, Accounting Policies.

2.  Explanation of Changes:

Previous accounting handbooks have focused on the use of the financial systems HUDCAPS,
LOCCS, etc. These handbooks will change as systems change.

This handbook establishes internal policies related to the submission of financial data for
producing financial statements. Financial information is submitted by means of a template
produced by the Office of the Assistant CFO for Accounting, and provided to the component
offices for reporting financial data.

Some components produce their own statements, as needed to inform their stakeholders, and
those statements may not always reflect the requirements of the Federal Accounting
Standards Advisory Board (FASAB) or the US Standard General Ledger (USSGL).

This policy anticipates the need for crosswalks and modifications of the data in order to
ensure that the agency’s financial statements are in full compliance with applicable
standards.

3. Filing Instructions

This is a new handbook. Other financial policies will be created and inserted into this
handbook, and filing instructions will be provided as they are developed.
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CHAPTER 1. OVERVIEW AND AUTHORITY

Background and Purpose

A.

The Chief Financial Officers Act of 1990 (CFO Act) sought to bring more effective
general and financial management practices to the Federal Government, to provide
for improvement of systems of accounting, financial management, and internal
controls in each agency of the Federal Government, and to provide for the
production of complete, reliable, timely, and consistent financial information for use
by the executive branch and the Congress in the financing, management, and
evaluation of Federal programs.

The CFO Act empowers CFOs to develop and maintain an integrated agency
accounting and financial management system, including financial reporting and
internal controls, which complies with applicable accounting principles, standards,
and requirements, and internal control standards.

The purpose of this handbook is to establish the policies and responsibilities of the
Office of the CFO and of the component entities within HUD, especially with
regard to the collection, maintenance, and reporting of financial data in a manner
that complies with all applicable standards and guidance.

Scope

A.

The scope of this policy includes all components of HUD that generate financial
data maintained in financial systems and reported in HUD’s Agency Financial
Report (AFR) and in the Financial Report of the United States.

The three component systems that contribute to HUD’s AFR include: the core
financial systems managed by the Office of the CFO (OCFO), the Federal Housing
Administration (FHA), and the Government National Mortgage Association
(GNMA or Ginnie Mae). All program offices contributing financial data to these
financial systems are responsible for compliance with the accounting policies
contained in this handbook.

Related Legislation, Requlations, and Guidance

A.

The CFO Act establishes the purpose and the authority of the CFO within all CFO
Act agencies.

The Federal Accounting Standards Advisory Board (FASAB) was created in 1990,
shortly after the enactment of the CFO Act. It is the body that promulgates
generally accepted accounting principles (GAAP) for federal government entities.

The GMRA mandates that each executive agency prepare and submit an audited
financial statement covering all accounts and associated activities of each office,
bureau, and activity of the agency.
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The United States Standard General Ledger (USSGL) provides a uniform set of
accounts to standardize Federal agency accounting and to support the preparation of
standard external reports. The USSGL identifies and defines budgetary, proprietary,
and memorandum accounts to be used in agency financial systems. All agencies are
required to comply with the USSGL at the transaction level.

The Office of Management and Budget (OMB) provides guidance to Federal
agencies for compliance with financial reporting requirements. OMB Circular
A-11, Preparation, Submission and Execution of the Budget, and OMB Circular
A-136, Financial Reporting Requirements, establish OMB’s guidelines for tracking
and reporting Federal financial activity.

The Department of the Treasury (Treasury) oversees the publication of the
Financial Report of the United States. Guidance is provided in the Treasury
Financial Manual (TFM), Volume 1, Part 2, Chapter 4700, Agency Reporting
Requirements for the Financial Report of the United States. [I TFM 2-4700]

1-4 FHA and Ginnie Mae

A.
B.

FHA and Ginnie Mae are legislatively established entities under the HUD umbrella.

FHA administers a wide range of activities to make mortgage financing more
accessible to the home-buying public and to increase the availability of affordable
housing to families and individuals, particularly to the nation’s poor and
disadvantaged. FHA insures private lenders against loss on mortgages which
finance single family homes, multifamily projects, health care facilities, property
improvements, manufactured homes, and reverse mortgages.

1. Since FHA guarantees loans, it must adhere to the Federal Credit Reform Act
of 1990. FHA collects premiums, earns interest on cash balances from
Treasury, recovers funds from asset sales, and receives administrative
appropriations. FHA also disburses payments for claims and property and
operating expenses.

2. Dueto FHA’s complex accounting requirements, it is practical for FHA to use
separate financial systems. FHA’s principal financial statements are presented
in conformity with GAAP for Federal agencies as promulgated by FASAB.

Ginnie Mae is a government corporation which facilitates the pooling of mortgage
loans into Mortgage Backed Securities for the purpose of producing liquidity of
capital within the mortgage markets. Ginnie Mae’s financial systems are operated
independent of HUD’s other financial systems.

1. The basis of accounting used for the financial statements produced by Ginnie
Mae for its stakeholders is that of the Financial Accounting Standards Board
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(FASB), which uses commercial GAAP standards that are different from the
FASAB produced GAAP.

2. Ginnie Mae has also implemented an additional accounting protocol that
complies with the requirements of the USSGL for budgetary accounting.

1-5 Roles and Responsibilities

A

In accordance with the CFO Act, the HUD CFO (or the Deputy CFO, in the absence
of the CFO) is responsible for establishing and enforcing the accounting policies
and standards for HUD and its component entities. This is accomplished through
the promulgation of handbooks such as this one and through procedural memos for
offices and personnel within the OCFO.

The OCFO must ensure that all HUD financial systems are recording and
maintaining financial data in a way that is consistent with government policies.
This is a combined effort representing two offices within OCFO.

1. The OACFO for Systems provides assurance of the integrity of the financial
systems and is responsible for maintaining and reporting on financial data for
all financial activity occurring in HUD operations, other than financial activity
conducted and maintained by FHA and Ginnie Mae. Financial reports are
provided to the OACFO for Accounting by the financial systems managed by
the OACFO for Systems.

2.  The OACFO for Accounting distributes templates to component entities for
financial statements and notes to ensure that financial data received from
component entities are reported in the consolidated statements in a manner that
complies with all standards and guidance applicable to Federal executive
agency reporting.

The Housing-FHA Comptroller in FHA and the Chief Financial Officer for Ginnie
Mae are responsible and accountable to the HUD CFO for ensuring that the
financial data within and reported by those component entities are secure, accurate,
and reportable in compliance with applicable government standards.

1-6 Exclusions

A

The stakeholder needs of Ginnie Mae may necessitate the production of statements
that are based on standards other than those promulgated by FASAB, in order to
meet the needs of the governing authorities for those entities. While separate and
additional accounting structures are permissible, the funds are still federal funds and
the standards of the USSGL must also be adhered to.
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CHAPTER 2. CONSOLIDATED STATEMENTS

2-1 Background

A.

The Government Management Reform Act of 1994 (GMRA) requires that federal
agencies prepare audited consolidated financial statements for all activities. A
consolidated financial statement presents the results of operations and the financial
position of an entity and its component units as if the group were a single enterprise.
The rationale behind preparing a consolidated statement for the Department is that it
disregards the distinction between separate offices, thus preventing the
overstatement of transactions and balances by virtue of the Department doing
business within itself. Transactions that occur between or within program offices
(intra-HUD transactions; e.g. transactions between FHA and Ginnie Mae, or
between an office’s Working Capital Fund and the appropriated fund) must be
eliminated in the Department’s financial statements to properly report the financial
position and results of operations of the Department. The proper recording and
reconciliation of intra-HUD transactions ensures that offices record the proper
classification and amount for these transactions, and that the elimination entries for
the Department’s financial statements are complete and accurate.

Other adjustments, e.g., cost allocations and balance sheet payables and receivables,
are also included in the preparation of the consolidated financial statements, though
they are not transactional in nature.

One of the uses of the consolidated financial statements is by the Department of the
Treasury in publishing the Financial Report of the United States. Treasury
determines the reporting standards for agencies’ submissions of audited financial
statements.

2-2 Identifying USSGL Accounts for Intragovernmental and Intra-HUD Transactions

A

The OACFO for Accounting, Financial Reporting Division (FRD), is responsible
for preparing the consolidated financial statements, using data received from the
component entities.

1. FRD provides templates and instructions to all component entities for reporting
financial data from those entities. This includes the OACFO for Systems, the
FHA Controller, and the Ginnie Mae CFO.

2. Each component entity is required to identify intra-HUD transaction involving
other HUD components (intra-agency transactions). Intra-HUD transactions
are to be included in the Trial Balances submitted with the component entity’s
templates, even though they will be eliminated during preparation of the HUD
consolidated statements.
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3. Inaccordance with the Treasury Financial Manual (TFM) regarding
intragovernmental transactions, each component entity is also required to
identify transactions that accrue to other Federal entities (intra-agency
transactions) and that will be eliminated during preparation of the Financial
Report of the United States.

B. Inaccordance with the TFM, any material differences (over $100 million) between
trading partners concerning the amounts of intra-agency transactions, after due
diligence in attempting to reconcile, will be resolved through a dispute resolution
process involving Treasury’s Bureau of the Fiscal Service (formerly FMS).

C. HUD eliminations involving FHA and/or Ginnie Mae:

1. One elimination arises when FHA approves a claim filed by Ginnie Mae, but
the claim has not been disbursed.

a.  The claims filed by Ginnie Mae occur when the loss mitigation process
has been completed and the loans are deemed non-curable.

b.  Once FHA approves the claims, FHA establishes an intragovernmental
payable (to Ginnie Mae), and Ginnie Mae establishes an
intragovernmental receivable (from FHA).

c.  The amount of outstanding claims is provided to the FRD by both
components on a quarterly basis.

d.  The respective balances are eliminated in HUD’s consolidated statements.

2. Another elimination pertains to the Working Capital Fund (WCF) and amounts
to be applied to WCF expenses from various appropriations accounts. The
elimination posted in HUD’s financial statements is based on the liquidation of
advances posted in the WCF.

D. The FRD must retain records of all worksheets for the consolidation process,
including applicable trial balances and crosswalks from component entity
submissions, to support the validity of eliminations and to ensure compliance with
federal accounting standards.

2-3 Identification of Non-Eliminating Adjustments

A. Adjustment relating to the valuation of Departmental assets and liabilities.

1. The assets associated with Ginnie Mae’s FHA insured portfolio are valued at
100 percent of Unpaid Principal Balance (UPB), which is the value to Ginnie
Mae.

2. Atthe consolidated Department level, the value of Ginnie Mae’s assets is the
estimated net recoverable amount for the Department. The allowance for these
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assets is included in FHA'’s liability for loan guaranty (LLG) (claim
disbursement plus recovery at asset disposition).

The corresponding balances are reclassified based on a Journal VVoucher
recorded in the Department’s reporting module, Hyperion Financial
Management (HFM).

The amount of FHA’s LLG attributable to Ginnie Mae will also be reduced by
the calculated allowance amount.

The formula for the calculation of these amounts will be based on cohort data
supplied by Ginnie Mae and corresponding claim rates and loss rates supplied
by FHA.

All worksheets supporting this reclassification are to be retained by FRD.

B. Adjustment for the cost allocation. Annually, a cost allocation is performed to
determine FHA’s costs attributable to salaries and expenses. FHA does not receive
an appropriation for salaries and expenses; instead the FHA amounts are
appropriated directly to HUD. In order to recognize these costs in FHA’s Statement
of Net Cost, a transfer from HUD is recorded based on amounts computed by HUD.

1.

An interim Journal VVoucher is posted in HFM to allocate Salaries and
Expenses (S&E) costs based on estimates prepared by FHA on a quarterly
basis.

The basis for the estimated amounts to be transferred is to be retained as a
supporting document by FRD.

The actual cost allocation study is performed at year end based on FTE data
and actual expenses reported in the Department’s administrative funds. The
cost allocation study factors the amount of S&E costs and other indirect costs
that should be reflected in FHA’s stand-alone financial statements.

2-4 Accounting Procedures

A. For Intragovernmental Transactions

1.

Intragovernmental transactions are regulated through the TFM, Part 2,
Chapter 4700, Agency Reporting Requirements for the Financial Report of the
United States Government, and revisions contained in Bulletin 2013-04 and
Bulletin 2014-03.

As needed, a separate HUD instruction from the FRD will be provided to HUD
component entities to specify application of the TFM guidance.

In a mid-fiscal-year communication, FRD will request that each component
entity identify activities that are likely to involve intragovernmental
transactions during the fiscal year. FRD will use the responses to prepare the
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B.

schedules needed for eliminating intra-office and intra-HUD transactions from
the consolidated financial statements.

For Journal VVouchers

1. Forthe Consolidated Balance Sheet reclassification pertaining to Ginnie Mae
Loans Receivable and FHA Liability for Loan Guarantees, the Journal
Voucher will be documented by worksheets provided by FHA showing all
calculations from the balances in the Ginnie Mae cohorts as affected by FHA
claims and loss rates, obtained from FHA records pertaining to those cohorts.

2. For HUD’s cost allocation to FHA, FHA will provide worksheets showing the
allocation methodology and percentages derived for each of the allocation
amounts. The data will be maintained by the FRD as an integral component of
the OCFQ’s cost allocation study performed at year-end.

3. The amount of outstanding Ginnie Mae claims with FHA is determined for
year-end reporting purposes based on updated data from the FHA and the
amount previously reversed in HFM to derive the amount of actual claims
outstanding at year-end.

2-5 Changes in Financial Reporting

A

All component entities are required to notify the FRD, of any significant changes in
the preparation of its financial statements, including the implementation of new
federal accounting standards relevant for the fiscal year.

If required, the component entity must submit the new posting models at the
transaction level and its impact on the component’s chart of accounts to the FRD. If
needed, the component entity will provide the appropriate trial balances and
appropriate cross-walks to the component’s financial statements used by the FRD in
the consolidation process.

FRD will evaluate each submission to assure that Federal accounting standards are
met and if necessary, will notify the component entity’s management of the
apparent deficiency. The FRD will work with the component entity and implement
necessary corrections to ensure HUD’s compliance with federal accounting
standards.

In order to facilitate the dialogue between OCFO and HUD component entities,
FRD will initiate and hold quarterly meetings with financial officers of component
entities. The financial reporting processes identified in this handbook will be
reviewed, including any known or planned changes. Reporting timelines will be
verified and any modifications to methodologies will be reviewed.
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CHAPTER 3. GRANT ACCRUAL POLICY

[reserved for Grant Accrual]
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CHAPTER 4. PURCHASE CARD ACCRUAL POLICY

Purpose: The purpose of this chapter is to establish a policy for estimating and
recording accruals for purchase card expenses in the Department of Housing and Urban
Development (HUD). HUD’s consolidated financial statements are presented on the
accrual basis in accordance with generally accepted accounting principles (GAAP)
established by the Federal Accounting Standards Advisory Board (FASAB). Under the
accrual methodology, HUD recognizes revenues when earned and expenses when a
liability is incurred, without regard to receipt or payment of cash.

Background: HUD uses the GSA SmartPay® Program, also known as the Government-
Wide Purchase Card (GPC) Program, to pay for goods and services up to the micro-
purchase threshold (as defined in Federal Acquisition Regulation subpart 2.101) through
the use of a bank-issued, Government-sponsored credit card. The Payments and
Collection Division in the CFO Accounting Center (CFOAC) is responsible for receiving
and paying invoices from the servicing bank.

Scope: At the end of each accounting period, CFOAC is responsible to estimate and
record an accrual to recognize GPC expenses which have been incurred, but not yet
billed.

Effective Date of This Policy: September 2014. The policy will be reviewed annually
and updated as needed.

Responsibilities:

A. On aquarterly basis, the Director of the Financial Reporting Division of OCFO
Accounting (FRD Director) will review and validate the accrual methodology. The
FRD Director will validate accrual estimates based on documentation submitted
from CFOAC on a quarterly basis.

B. CFOAC will maintain an employee as a GPC user of the servicing bank’s electronic
access system with capability limited to generating and downloading reports from
the electronic access system. The CFOAC user will have no authorization or
capability to make purchases within the GPC system.

C. CFOAC will determine the billing cycle covered by the GPC invoice, which
generally is a 30 day period ending on the 5th calendar day of the month of the
accounting period for which financial statements are being prepared.

D. Assuming the preceding billing cycle example, CFOAC will generate a GPC report
to determine the GPC expenses that have been incurred from the 6th calendar day of
the accounting period through the end of the accounting period (end of month).

E. CFOAC will prepare the following entries to recognize the GPC expenses which
have been incurred, but not included in the latest GPC invoice.
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1. Ajournal voucher (JV) will be prepared using a Transaction Type and
Transaction Code (TT/TC) of SV/S5. The posting model for this is:

Dr 3107 Unexp Appropriations-Used
Dr 480C Undel Ords-Oblig Unpd-Accrual
Dr 6100 Operating/Program Expenses

Cr 5701 Expended Appropriations
Cr 490C Del Ord-Oblig Unpaid Accrual
Cr 211C Accounts Payable-Accrual

The JV will be broken down by Budget Fiscal Year and Fund using the standard
Division of “CFO”, Vendor Code of “MISC”, Program/BOC of “2500” and Budget
Organization of “F”.

CFOAC will submit the JV to the CFOAC Supervisor for review and approval.

After review and approval by the CFOAC Supervisor, CFOAC will record the JV in
HUDCAPS. Note: This JV will be posted as a “reversing” entry in HUDCAPS and
will automatically be reversed in the new accounting period. A HUDCAPS feature
on the header page of the accounting entry in the “Reversal Period” field ensures
this is done automatically.

CFOAC is responsible to maintain adequate documentation to support the purchase
card accrual.

4-6 Purchase Card Accrual Methodology

A.

The purchase card accrual methodology is based upon the accuracy and timely
availability of reports within the servicing bank’s electronic access system. A key
assumption in this methodology is a reliance on a capability of the electronic access
system to capture and generate reliable reporting on purchase card expenses that
have been incurred, but not billed.

4-7 Monitoring

A.
B.

The GSA Smart Pay Program monitors servicing banks and their systems.

In addition, on a monthly basis, CFOAC will compare the accrual estimate recorded
in the prior month to the actual expenses billed in the monthly invoice. CFOAC
will submit the comparison and the accrual estimates for that quarter end period to
the FRD Director for validation on a quarterly basis. CFOAC will adjust the
methodology as needed.

On a quarterly basis, the FRD Director will review and validate the accrual
methodology.
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CHAPTER 5. GOODS AND SERVICES RECEIVED BUT NOT INVOICED
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CHAPTER 6. ACCOUNTING FOR INTERNAL USE SOFTWARE

6-1 Background

A.

FASAB’s Statement of Federal Financial Accounting Standards (SFFAS) 10,
Accounting for Internal Use Software, published on October 9, 1998, modified an
earlier standard, SFFAS 6, Accounting for Property, Plant, and Equipment (PP&E).
SFFAS 6 had prohibited the capitalization of the cost of internally developed
software, unless management intended to recover the cost through user charges, and
the software was to be used as general PP&E. The new standard (SFFAS 10)
classified internal use software as PP&E, including software used to operate a
federal entity’s programs and software used to produce the entity’s goods and
services.

Internal use software can be purchased off-the-shelf from commercial vendors
(COTYS), developed by contractors with little technical supervision by the federal
entity, or developed internally by the federal entity. SFFAS 10 requires the
capitalization of the cost of internal use software whether it is COTS, contractor-
developed, or internally developed.

SFFAS 10 provides guidance regarding the definition of software (see Appendix 1
of this policy), the phases of software development, the types of cost elements to be
capitalized, the timing and thresholds of capitalization, amortization periods,
accounting for impairment, and other guidance.

6-2 Responsibilities

A

Except for internal use software owned by Ginnie Mae, the Director of the Financial
Reporting Division (FRD), Office of the Assistant Chief Financial Officer for
Accounting (OACFO-Accounting), is responsible for:

1. Assuring that the Office of the Chief Information Officer (OCIO) provides
FRD with an allocation plan that a) identifies funding and staffing resources
committed for the development of internal use software, b) determines the
implementation timing for internal use software being developed,

c) establishes the useful life of software and the net realizable value (if any),
and d) determines the occurrence of and assigns value for enhancement or
impairment of internal use software;

2. Obtaining from OCIO at least annually documentation of rules and
assumptions regarding cost allocations, implementation dates, useful life, net
realizable value, and enhancements and impairments;
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10.

Assuring that the OCIO allocation plan is updated at least annually and that the
plan complies with SFFAS 10 and other applicable generally accepted
accounting principles (GAAP);

For software being acquired as part of a capital lease, in addition to the
accounting requirements of SFFAS 5 and SFFAS 6, assuring that the
amortization of the leased software is performed in accordance with
SFFAS 10, assuming the software cost meets the threshold of materiality.

Establishing applicable accounts and initiating the corresponding accounting
entries to assure that HUD’s financial reports comply with the amortization
requirements of SFFAS 10 and any other applicable GAAP;

Updating records quarterly with data from financial transactions related to the
development or acquisition of internal use software, in accordance with the
allocation plan provided by OCIO;

Obtaining certification from OCIO that the transactions identified are as stated
in the allocation plan;

Providing the journal entry with supporting documentation to the Fort Worth
Accounting Center for entry into HUD’s financial system;

Maintaining accounts and supporting documentation for accounting entries
made pursuant to this policy; and

Working with the Property Management Branch (PMB), Office of
Administration, to reconcile the a) pre-operational costs, b) full costs,

c) materiality threshold, d) implementation date, e) useful life, f) amortization
amount, g) amounts for enhancements and impairments, and h) disposal and
net realizable value of internal use software records being maintained by PMB.

B. Except for internal use software owned by Ginnie Mae, the Office of the Chief
Information Officer (OCIOQ) is responsible, in consultation with the FRD, OACFO-
Accounting, as follows:

1.

September 2015

Providing FRD with an allocation plan that identifies funding and staffing
resources for each software development project. OCIO is responsible for
updating the allocation plan at least annually and for notifying FRD
immediately of any changes in the allocation plan and the reasons for the
change.

On a quarterly basis, confirming with FRD the application of the allocation
plan to the internal use software development transactions occurring during
that month.
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As originators of IT contracts that may involve the acquisition or development
of internal use software belonging to HUD, OCIO will work with OCPO
within the constraints of the Federal Acquisition Regulations to identify the
contracts or sections of contracts intended to produce internal use software.

For leased software, determining whether the lease is an operating lease or a
capital lease. For software being acquired as part of a capital lease, the
capitalization of the leased software is in accordance with this policy,
assuming the software cost meets the threshold of materiality.

Determining the timing of implementation, useful life, net realizable value (if
any), and enhancement and impairment information of the software;

Providing that information to the FRD and to the PMB; and

Certifying that the information provided complies with this policy.

C. Except for internal use software owned by Ginnie Mae, PMB is responsible, in
consultation with the FRD Director, for maintaining records for internal use
software reflecting pre-operational development and acquisition costs, full costs
upon implementation, date of implementation, useful life, amortization period,
enhancements, impairments, and disposal. PMB is to reconcile capitalization and
amortization information with the OCFO FRD on a monthly basis.

D. Ginnie Mae, a government corporation, is responsible for identifying, recording,
amortizing and accounting for Ginnie Mae owned software in accordance with both
FASB and FASAB accounting standards. Ginnie Mae’s financial statements are
consolidated with HUD’s.

6-3 Determination of Cost

A. FASAB defines the system development phases of internal use software as:

1.
2.
3.

Preliminary Design Phase,
Software Development Phase, and

Post-Implementation or Operational Phase.

B. Capitalizable costs include:

1.

For internally developed software, capitalized cost should include the full cost
(direct and indirect) incurred during this phase. This amount should be limited
to costs incurred after:

a. Management authorizes and commits to a computer software project,
believes that it is more likely than not that the project will be completed,
and the software will be used to perform the intended function during an
estimated service life of 2 years or more, and
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b.  The completion of the conceptual formulation, design, and testing of
possible software project alternatives, which are part of the preliminary
design phase.

Costs for new software (e.g., salaries for programmers, systems analysts,
project managers, and administrative personnel; associated employee benefits;
outside consultants’ fees; rent; and supplies) and documentation manuals.

For COTS software, the amount paid to the vendor for the software.

For contractor-developed software, the amount paid to the contractor to design,
program, install, and implement the software.

Material internal costs incurred by the federal entity to implement the COTS or
contractor-developed software and otherwise make it ready for use.

The cost of software that serves both internal and stewardship purposes.

The collective cost for bulk purchases of software programs and modules or
components of a total software system, for which federal entities have
established threshold and guidance showing that period cost would be distorted
or asset values understated by expensing the purchase of numerous copies or
components of the software system.

Acquisition cost of enhancements to existing internal use software and
modules thereof, when it is more likely than not that the enhancements will
result in significant additional capabilities.

For bundled products and services, federal entities should allocate the
capitalizable and noncapitalizable costs of the package among individual
elements on the basis of a reasonable estimate of their relative fair values.

Exclusions:
a. Data conversion cost;

b.  Costs incurred after final acceptance testing has been successfully
completed at each site where the software is to be installed;

c. For bundled products and services, costs that are not susceptible to
allocation between maintenance and relatively minor enhancements;

d.  The cost of minor enhancements resulting from ongoing systems
maintenance (the purchases of enhanced versions of software for a
nominal charge are properly expensed in the period incurred);

e.  Cost incurred solely to repair a design flaw or to perform minor upgrades
that may extend the useful life of the software without adding capabilities;
and
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f.  Computer software that is integrated into and necessary to operate general
PP&E, rather than to perform an application (such software should be
considered part of the PP&E of which it is an integral part and should be
capitalized and depreciated accordingly).

C. Impairments

1.

If OCIO becomes aware that the capabilities, functions, or uses of operational
software have become significantly reduced, or if the software is no longer
expected to provide substantive service potential and will be removed from
service:

a.  The amount of impairment must be determined by OCIO, in consultation
with and for approval by the FRD Director, in accordance with SFFAS 10.

b.  The timing and amount must be reported to the FRD and to the PMB in
the Office of Administration (OA).

c.  For software that will be removed from use, OCIO must also determine
and report the Net Realizable Value (NRV), if any, so that the amount of
the loss can be recognized and the NRV transferred to an appropriate asset
account by the FRD, via an adjusting entry made by the FWAC, until the
software is removed and sold or disposed of.

For developmental software, if OCIO concludes that it is no longer more likely
than not that the software (or a module thereof) will be completed and placed
into service, this conclusion should be reported to the FRD and to the PMB,
and the accumulated book value should be reduced to reflect the expected
NRV, if any. These amounts should be reported to the FRD, and the loss
should be recognized.

D. Amortization

1.

OCIO shall, in consultation with the FRD Director, determine the useful life of
the software in a systematic and rational manner. The estimated useful life
used for amortization should be consistent with that used for planning the
software’s acquisition.

Amortization of each module or component of a software project should begin
upon successful testing. OCIO is responsible for notifying the FRD Director
and PMB when that testing is complete, marking the date of implementation
for that software. For modules that are dependent on completion of other
modules, amortization should begin when both modules have successfully
completed testing.

OCIO should notify the FRD Director and PMB of any additions to the book
value or changes in the useful life of software. No adjustments should be made
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by FRD to previously recorded amortization; all changes shall be made
prospectively.

E. Disclosures

1. OCIO should provide FRD with sufficient documentation to report material
changes to the consolidated balance sheet and other required financial
statements.

2. With regard to software as part of the general PP&E for HUD, FRD should
disclose amounts related to the following categories in the financial statements:

a. Cost, associated amortization, and book value,
b.  Estimated useful life for each major class of software, and
c. Method of amortization.

6-4 Financial Reporting

A. Internal control

1. The FRD Director will assure that accounting entries related to internal use
software are in compliance with SFFAS 10 and GAAP.

2. The FRD Director will review at least annually the assumptions and processes
provided by OCIO reflecting the practices and determination by that office of
costs associated with developing and implementing internal use software.

B. The FRD will prepare entries to record the various events that occur in the life cycle
of software development, implementation, removal, and disposal, based on
information received from the OCIO. Those entries will subsequently be entered
into the HUD accounting system by the Fort Worth Accounting Center.

1. Allocation of costs to Internal Use Software in Development

a.  Assuming overhead costs have been placed in an Applied Overhead
account

b. Debit: Account 1832 Internal-Use Software in Development
Credit: Account 6600 Applied Overhead
Credit: Account 6610 Cost Capitalization Offset

2. Upon moving development software into production
a.  Moves appropriate amounts from Work In Progress to Asset account

b. Debit: Account 1830 Internal-Use Software
Credit: Account 1832 Internal-Use Software in Development

3. Amortization of capitalized software costs
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Amortization begins when projects are moved from Work In Progress to
Asset account

Debit: Account 6710 Depreciation, Amortization, and Depletion
Credit: Account 1839 Accumulated Amortization on Internal Use
Software

4.  Impairments

a.
b.

To record the write-off of assets (other than investment)

Debit: Account 7210 Losses on Disposition of Assets - Other
Debit: Account 1839 Accumulated Amortization on Internal Use
Software
Credit: Account 1830 Internal Use Software
Credit: Account 1832 Internal Use Software in Development

5. Enhancements

a.
b.

To record added capabilities due to enhancements

Debit: Account 1830 Internal Use Software
Credit: Account 1010 Fund Balance with Treasury

6. Removal of software from production

a.

To recognize the removal of software from production, i.e., no longer
being utilized

For a loss:
Debit: Account 1839 Accumulated Amortization on Internal Use
Software
Debit: Account 7210 Losses on Disposition of Assets - Other
Credit: Account 1830 Internal Use Software
Credit: Account 3310 Cumulative Results of Operations

For a gain:
Debit: Account 1839 Accumulated Amortization on Internal Use
Software
Debit: Account 3310 Cumulative Results of Operations
Credit: Account 1830 Internal Use Software
Credit: Account 7110 Gains on Disposition of Assets - Other

7. Sale of modules or components upon retirement of software

a.

In addition to the accounting entries above, for retirement of software, if
the software is considered to have a Net Realizable Value (NRV), an
account is created to represent the software as a surplus asset to be sold.
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b. Attime of retirement
Debit: Account 1522 Inventory Held in Reserve for Future Sale (NRV)
Credit: Account 1830 Internal Use Software

c. Attime of sale
Debit: Account 1110 Undeposited Collections
Credit: Account 1010 Fund Balance with Treasury

Debit: Account 5100 Revenue from Goods Sold
Credit: Account 1522 Inventory Held in Reserve for Future Sale

6-5 Implementation

A. This policy will become effective upon approval and publication. It is to be applied
for all internal use software in development or in operation during the fiscal year in
which it is approved. The following paragraphs pertain to the first time
implementation of this policy.

B. Materiality

1. Because materiality is connected to other amounts reported in the financial
statements, the materiality threshold for internal use software will be
established by the FRD in accordance with the standards set for internal use
software assets attributed to HUD.

2.  Software costs that do not reach the materiality threshold will be expensed.

3. Projected acquisition costs can be used to help determine materiality.
However, for cases near the threshold, it may be necessary to track the
developmental costs over a period of time until the full cost is known.

C. Existing Operational Software

1.  OCIO will assemble an inventory of operational software showing expected
remaining useful life and NRV, if any.

2. For operational software for which some of the costs have already been
capitalized, this policy should be applied to any unamortized costs.

3. For all existing operational software, the provisions of this policy with regard
to enhancements and impairments will apply.

D. Developmental Software

1. OCIO will assemble an inventory of software currently being developed or
acquired showing projected costs, projected implementation date, projected
useful life, and estimated costs incurred, both prior to this fiscal year and
during this fiscal year.
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The FRD Director will determine the most suitable method for establishing
amounts for capitalization and amortization of existing software and software
in development so as to provide the most accurate accounting possible for the
associated accounts. Assumptions made in order to make this determination
will be reflected in the notes to the financial statements.
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APPENDIX 1: DEFINITIONS

Budgetary Accounting: the system used to keep track of spending authority at various stages of
budget execution, from appropriation through apportionment and allotment to obligation and
eventual outlay.

Claim Rate: the ratio that expresses the historical percentage of insured loan amounts for which
claims have been filed. This ratio is normally calculated for loans that originate in a given year.

Cohort: the group of loans that originate in a given year.

Component Entity: that part of a larger entity which can be distinguished by organizational or
functional boundaries as separate from other parts of the larger entity.

Consolidated Financial Statements: present the transactions and balances for a reporting
entity’s components in a single column, with the amounts among the component entities
eliminated.

Internal Use Software: (from SFFAS 10, Accounting for Internal Use Software) software that
is purchased from commercial vendors “off-the-shelf,” internally developed, or contractor-
developed solely to meet the entity’s internal or operational needs.

Intragovernmental Transaction: a transaction between governmental agencies in payment for
goods or services provided and received.

Intra-HUD Transaction: an intragovernmental transaction in which HUD is both the providing
agency and the recipient agency.

Liquidity of Capital: the ability and ease with which assets can be converted to capital for the
purpose of reinvestment.

Loan Guarantee: in HUD, this is insurance to the mortgagee or lender that the outstanding loan
amount will be paid, even if the mortgagor defaults on the loan.

Loss Rate: the ratio that expresses the historical percentage of claim amounts that have been
paid. This ratio is normally calculated for claims filed against loans that originate in a given
year.

Memorandum Accounts: supplemental USSGL accounts that are used for tracking and
reconciling purposes.

Pooling of Loans: a group of loans held in trust as collateral for the issuance of a security.

Proprietary Accounting: the same as financial accounting, used to record assets and liabilities
not tracked in budgetary accounting and to present financial position and results of operations.

Reclassification: a Journal VVoucher entry that adjusts account balances without a corresponding
transaction in the accounting system.
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Short Sales Claim: a claim made by the holder of a loan against the insurer for losses due to the
short sale of the collateral property. A short sale occurs when a property is transferred to the
mortgagee prior to foreclosure, usually without repayment of the mortgage by the mortgagor.
This process allows the mortgagee to sell the property more quickly than if the mortgage had
gone to foreclosure. The mortgagee may file a claim, if all other factors are in order, for any loss
due to the short sale of the property.

Software: (from SFFAS 10, Accounting for Internal Use Software) the application and
operating system programs, procedures, rules, and any associated documentation pertaining to
the operation of a computer system or program.

Unpaid Principal Balance (UPB): for loans owned by an entity, the total of the original
principal amount of all loans, less any amounts of principal that have subsequently been paid.

Working Capital Fund (WCF): a financial instrument used to finance certain types of activity
within an agency by transferring appropriated funds from component entities within the agency.
Often the WCF is used to finance information technology (IT) projects and project maintenance.
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Appendix 2 - SFFAS 10, Accounting for Internal Use Software

Statement of Federal Financial Accounting Standards 10:
Accounting for Internal Use Software

Status

Issued October 9, 1998

Effective Date For periods beginning after September 30, 2000

Interpretations and Technical Releases None.

Affects * SFFAS 10, paragraph 7, rescinds SFFAS 6, paragraphs 27-28, and
provides a comprehensive standard for accounting for internal use
software.

Affected by ¢ SFFAS 32 amends paragraph 35.

|
Summary

This statement provides accounting standards for internal use software. Under the provisions of
this statement, internal use software is classified as “general property, plant, and equipment”
(PP&E) as defined in Statement of Federal Financial Accounting Standards (SFFAS) 6,
Accounting for Property, Plant, and Equipment. This statement includes software used to
operate a federal entity’s programs (e.g., financial and administrative software, including that used
for project management) and software used to produce the entity’s goods and services (e.g., air
traffic control and loan servicing).

Internal use software can be purchased off-the-shelf from commercial vendors and can be
developed by contractors with little technical supervision by the federal entity or developed
internally by the federal entity. SFFAS 6 specified treatment for internally developed software
different from that for commercial off-the-shelf (COTS) software and contractor-developed
software. SFFAS 6 addressed COTS and contractor-developed software generally, providing that
they were “subject to its provisions.” On the other hand, specific provision was made for
internally developed software.

SFFAS 6 prohibited the capitalization of the cost of internally developed software unless
management intended to recover the cost through user charges, and the software was to be used
as general PP&E. For capitalizable software, capitalization would begin after the entity completed
all planning, designing, coding, and testing activities that are necessary to establish that the
software can meet the design specifications.

At the conclusion of the PP&E project the Federal Accounting Standards Advisory Board
discussed whether the standard for internally developed software should also apply to contractor-
developed software. Also, some users of SFFAS 6 were unsure how to apply it to COTS and
contractor-developed software. The Board decided, in December 1996, to review the issue and
develop a separate standard for internal use software.

SFFAS 10 - Page 1 FASAB Handbook, Version 13 (06/14)
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This standard requires the capitalization of the cost of internal use software whether it is COTS,
contractor-developed, or internally developed. Such software serves the same purposes as other
general PP&E and functions as a long-lived operating asset. This standard provides guidance
regarding the types of cost elements to capitalize, the timing and thresholds of capitalization,
amortization periods, accounting for impairment, and other guidance.

SFFAS 10 - Page 2 FASAB Handbook, Version 13 (06/14)
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Introduction

Purpose

1.  This statement provides accounting standards for internal use software’ used by federal
entities. Federal entities purchase commercial “off-the-shelf” (COTS) software, hire
contractors to develop substantially all of the desired software (contractor-developed), or
develop software internally using their own employees, with or without a contractor’s
assistance (internally developed).

Scope

2.  This statement establishes accounting standards for the cost of software developed or
obtained for internal use. These include the cost of

. software used to operate an entity’s programs (e.g., financial and administrative
software, including that used for project management),

e  software used to produce the entity’s goods and to provide services (e.g., air traffic
control and loan servicing), and

o software that is developed or obtained for internal use and subsequently provided to
other federal entities with or without reimbursement.

3.  This statement provides standards on accounting for software consisting of one or more
components or modules. For example, an entity may develop an accounting software system
containing three elements: a general ledger, an accounts payable subledger, and an accounts
receivable subledger. Each element might be viewed as a component or module of the entire
accounting software system. This standard may be applied to the total cost of the software
or, when appropriate, to individual components or modules. For example, one software
module may be implemented before others, in which case, the provisions of this standard for
capitalization, amortization, etc., would apply to it separately.

The terms defined in the glossary will be in boldface when they first appear in the body of this document [see
Appendix E, Consolidated Glossary]

SFFAS 10 - Page 4 FASAB Handbook, Version 13 (06/14)

Appendix 2-4 July 2015



Appendix 2 - SFFAS 10, Accounting for Internal Use Software

SFFAS 10

Background

4.

At the conclusion of the general property, plant, and equipment (PP&E) project, the Federal
Accounting Standards Advisory Board (Board) discussed whether the standard for internally
developed software should also apply to contractor-developed software. Also, some users of
Statement of Federal Financial Accounting Standards (SFFAS) No. 6 were unsure of how to

apply it to COTS and contractor-developed software. The Board decided in December 1996 to
review the issue and develop a separate standard for internal use software.

5.  InJune 1997, the Board issued an exposure draft entitled Accounting for Internal Use
Software. The Board received comments from 26 respondents and held a public hearing on
December 18, 1997.

Materiality

6. The provisions of this statement need not be applied to immaterial items.

Effective Date

7.  The provisions of this statement are effective for reporting periods that begin after

September 30, 2000. Paragraphs 27 and 28 of SFFAS No. 6, Accounting for Property, Plant,
and Equipment, which pertain to internally developed software, are rescinded upon this
standard’s issuance. Federal entities may continue their current accounting practices for
internal use software for accounting periods beginning before October 1, 2000. Early
implementation of this statement is encouraged.

Internal Use Software Accounting Standard

Definitions

8.

Software includes the application and operating system programs, procedures, rules, and any
associated documentation pertaining to the operation of a computer system or program.
“Internal use software” means software that is purchased from commercial vendors “off-the-
shelf,” internally developed, or contractor-developed solely to meet the entity’s internal or
operational needs. Normally software is an integral part of an overall system(s) having
interrelationships between software, hardware, personnel, procedures, controls, and data.

SFFAS 10 - Page 5 FASAB Handbook, Version 13 (06/14)
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9.  This definition of internal use software encompasses the following:

a. Commercial off-the-shelf (COTS) software: COTS software refers to software that is
purchased from a vendor and is ready for use with little or no changes.

b. Developed software

(1) Internally developed software refers to software that employees of the entity are
actively developing, including new software and existing or purchased software
that are being modified with or without a contractor’s assistance.

(2) Contractor-developed software refers to software that a federal entity is paying a
contractor to design, program, install, and implement, including new software and
the modification of existing or purchased software.

Software Development Phases

10. Software’s life-cycle phases® include planning, development, and operations. This standard
provides a framework for identifying software development phases and processes to help
isolate the capitalization period for internal use software that the federal entity is developing.

11. The following table illustrates the various software phases and related processes. The steps
within each phase of internal use software development may not follow the exact order

“There are no federal requirements regarding the phases that each software project must follow. The life-cycle phases
of a software application described here are compatible with and generally reflect those in the Office of Management
and Budget’s (OMB) Circular A-130, Management of Information Resources, and Capital Programming Guidance; the
Government Accountability Office’s (GAO), Measuring Performance and Demonstrating Results of Information
Technology Investments (GAO/AIMD-98-89, Mar. 1998); and the American Institute of CPA's Statement of Position No.
98-1, Accounting for the Costs of Computer Software Developed or Obtained for Internal Use (Mar. 4, 1998). Successful
software projects normally would have at least an initial design phase, an application development phase, and a post-
implementation/operational phase. Also, software eventually would become obsolete or otherwise be replaced and
therefore have a termination phase. Circular A-130 acknowledges that the “life cycle varies by the nature of the
information system. Only two phases are common to all information systems—a beginning and an end. As a result, life
cycle management techniques that agencies can use may vary depending on the complexity and risk inherent in the
project.” (A-130, “Analysis of Key Sections,” p. 63).

SFFAS 10 - Page 6 FASAB Handbook, Version 13 (06/14)
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shown below. This standard should be applied on the basis of the nature of the cost incurred,
not the exact sequence of the work within each phase.

Preliminary design Post-Implementation/
phase Software development phase  operational phase
Conceptual formulation of Design of chosen path, including Data conversion
alternatives® software configuration and

software interfaces* Application maintenance
Evaluation and testing of
alternatives Coding
Determination of existence of Installation to hardware

needed technology
Testing, including parallel
Final selection of alternatives processing phase

12. In the preliminary design phase, federal entities will likely do the following:

a.

g.

Make strategic decisions to allocate resources between alternative projects at a given
time. For example, should programmers develop new software or direct their efforts
toward correcting problems in existing software?

Determine performance requirements (i.e., what it is that they need the software to do).

Invite vendors to perform demonstrations of how their software will fulfill a federal
entity’s needs.

Explore alternative means of achieving specified performance requirements. For
example, should a federal entity make or buy the software? Should the software run on
a mainframe or a client server system?

Determine that the technology needed to achieve performance requirements exists.

Select a vendor if a federal entity chooses to obtain COTS software.

Select a consultant to assist in the software’s development or installation.

13. In the software development phase, federal entities will likely do the following:

3See OMB Circular A-11, Planning, Budgeting, and Acquisition of Capital Assets; Supplement to Circular A-11,
Capital Programming Guide (July 1997); and Circular A-109, Major Systems Acquisitions, par. 11, “Alternative

Systems.”

‘See OMB Circular A-109, Magjor Systems Acquisitions, par. 13, “Full-Scale Development and Production.”

SFFAS 10 - Page 7 FASAB Handbook, Version 13 (06/14)
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a. Use a system to manage the project.
b. Track and accumulate life-cycle cost and compare it with performance indicators.

c. Determine the reasons for any deviations from the performance plan and take
corrective action.

d. Test the deliverables to verify that they meet the specifications.
14. In the post-implementation/operational phase, federal entities will likely do the following:

a.  Operate the software, undertake preventive maintenance, and provide ongoing training
for users.

b. Convert data from the old to the new system.
c. Undertake post-implementation review comparing asset usage with the original plan.

d. Track and accumulate life-cycle cost and compare it with the original plan.

Recognition, Measurement, And Disclosure

Software Used As General PP&E

15. Entities should capitalize the cost of software when such software meets the criteria for
general property, plant, and equipment (PP&E). General PP&E is any property, plant, and
equipment used in providing goods and services.’

Capitalizable Cost

16. For internally developed software, capitalized cost should include the full cost (direct and
indirect cost) incurred during the software development stage.® Such cost should be limited
to cost incurred after

General PP&E, as distinguished from stewardship PP&E, is defined in pars. 23-25, in SFFAS No. 6, Accounting for
Property, Plant, and Equipment.

SFor a full discussion of direct and indirect cost, see SFFAS No. 4, Managerial Cost Accounting Concepts and
Standards for the Federal Government (June 1995), pars. 90-92. Also see pars. 94-95, Statement of Federal Financial
Accounting Concepts No. 2, Entity and Display.

SFFAS 10 - Page 8 FASAB Handbook, Version 13 (06/14)
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17.

18.

a. management authorizes and commits to a computer software project and believes that
it is more likely than not that the project will be completed and the software will be
used to perform the intended function with an estimated service life of 2 years or more
and

b. the completion of conceptual formulation, design, and testing of possible software
project alternatives (the preliminary design stage).

Such costs include those for new software (e.g., salaries of programmers, systems analysts,
project managers, and administrative personnel; associated employee benefits; outside
consultants’ fees; rent; and supplies) and documentation manuals.

For COTS software, capitalized cost should include the amount paid to the vendor for the
software. For contractor-developed software, capitalized cost should include the amount
paid to a contractor to design, program, install, and implement the software. Material
internal cost incurred by the federal entity to implement the COTS or contractor-developed
software and otherwise make it ready for use should be capitalized.

Data Conversion Cost

19.

All data conversion costs incurred for internally developed, contractor-developed, or COTS
software should be expensed as incurred, including the cost to develop or obtain software
that allows for access or conversion of existing data to the new software. Such cost may
include the purging or cleansing of existing data, reconciliation or balancing of data, and the
creation of new/additional data.

Cutoff For Capitalization

20.

Costs incurred after final acceptance testing has been successfully completed should be
expensed. Where the software is to be installed at multiple sites, capitalization should cease
at each site after testing is complete at that site.

Multiuse Software

21.

The cost of software that serves both internal uses and stewardship purposes (“multiuse
software”) should be accounted for as internal use software (e.g., a global positioning system
used in connection with national defense activities and general operating activities and
services).

SFFAS 10 - Page 9 FASAB Handbook, Version 13 (06/14)
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Integrated Software

22.

Computer software that is integrated into and necessary to operate general PP&E, rather
than perform an application, should be considered part of the PP&E of which it is an integral
part and capitalized and depreciated accordingly (e.g., airport radar and computer-operated
lathes). The aggregate cost of the hardware and software should be used to determine
whether to capitalize or expense the costs.

Bundled Products And Services

23.

Federal entities may purchase software as part of a package of products and services (e.g.,
training, maintenance, data conversion, reengineering, site licenses and rights to future
upgrades and enhancements). Federal entities should allocate the capitalizable and
noncapitalizable cost of the package among individual elements on the basis of a reasonable
estimate of their relative fair values. Costs that are not susceptible to allocation between
maintenance and relatively minor enhancements should be expensed.

Capitalization Thresholds

24.

Each federal entity should establish its own threshold as well as guidance on applying the
threshold to bulk purchases of software programs (e.g., spreadsheets, word-processing
programs, etc.) and to modules or components of a total software system. That guidance
should consider whether period cost would be distorted or asset values understated by
expensing the purchase of numerous copies of a software application or numerous
components of a software system and, if so, provide that the collective cost should be
capitalized.

Enhancements

2b.

26.

The acquisition cost of enhancements to existing internal use software (and modules
thereof) should be capitalized when it is more likely than not that they will result in
significant additional capabilities. For example, in an instance where the federal entity adds
a capability or function to existing software for making ad hoc queries, the cost would be
capitalized.

Enhancements normally require new software specifications and may require a change of all
or part of the existing software specifications as well. The cost of minor enhancements
resulting from ongoing systems maintenance should be expensed in the period incurred.
Also, the purchase of enhanced versions of software for a nominal charge are properly
expensed in the period incurred.
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27. Cost incurred solely to repair a design flaw or to perform minor upgrades that may extend
the useful life of the software without adding capabilities should be expensed.’

Impairment
POST-IMPLEMENTATION/OPERATIONAL SOFTWARE

28. Impairment should be recognized and measured when one of the following occurs and is
related to post-implementation/operational software and/or modules thereof:

L the software is no longer expected to provide substantive service potential and will be
removed from service or

e  asignificant reduction occurs in the capabilities, functions, or uses of the software (or a
module thereof).

29. If the impaired software is to remain in use, the loss due to impairment should be measured
as the difference between the book value and either (1) the cost to acquire software that
would perform similar remaining functions (i.e., the unimpaired functions) or, if that is not
feasible, (2) the portion of book value attributable to the remaining functional elements of
the software. The loss should be recognized upon impairment, and the book value of the
asset reduced accordingly. If neither (1) nor (2) above can be determined, the book value
should continue to be amortized over the remaining useful life of the software.

30. If the impaired software is to be removed from use, the loss due to impairment should be
measured as the difference between the book value and the net realizable value (NRV), if
any.® The loss should be recognized upon impairment, and the book value of the asset
reduced accordingly. The NRYV, if any, should be transferred to an appropriate asset account
until such time as the software is disposed of and the amount is realized.

"However, in instances where the useful life of the software is extended, the amortization period would be adjusted.

The Board has considered the cost associated with modifying internal use software for the year 2000 (Y2K) and has
determined that such cost should be charged to expenses as incurred, since it is a repair of a design flaw that allows
existing software to continue being used. However, an enhancement could presumably provide enhanced capabilities
and at the same time, as an integral part of the new code and other software enhancements, cure the Y2K problem. The
total cost of such an enhancement should be capitalized rather than allocated between the Y2K cost and all other cost.

8Presumably, NRV will be zero for software. However, in the rare case that it is not zero, NRV should be recognized.
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DEVELOPMENTAL SOFTWARE

31.

In instances where the managers of a federal entity conclude that it is no longer more likely
than not that developmental software (or a module thereof) will be completed and placed in
service, the related book value accumulated for the software (or the balance in a work in
process account, if applicable) should be reduced to reflect the expected NRYV, if any, and the
loss recognized. The following are indications of this:

o Expenditures are neither budgeted nor incurred for the project.

e  Programming difficulties cannot be resolved on a timely basis.

e  Major cost overruns occur.

¢ Information has been obtained indicating that the cost of developing the software will
significantly exceed the cost of COTS software available from third party vendors;
hence, management intends to obtain the product from those vendors instead of
completing the project.

o Technologies that supersede the developing software product are introduced.

e  The responsibility unit for which the product was being created is being discontinued.

Amortization

32.

33.

34.

Software that is capitalized pursuant to this standard should be amortized in a systematic
and rational manner over the estimated useful life of the software. The estimated useful life
used for amortization should be consistent with that used for planning the software’s
acquisition.’

For each module or component of a software project, amortization should begin when that
module or component has been successfully tested. If the use of a module is dependent on
completion of another module(s), the amortization of that module should begin when both
that module and the other module(s) have successfully completed testing.

Any additions to the book value or changes in useful life should be treated prospectively. The
change should be accounted for during the period of the change and future periods. No
adjustments should be made to previously recorded amortization. When an entity replaces
existing internal use software with new software, the unamortized cost of the old software
should be expensed when the new software has successfully completed testing.

For example, federal agencies use the following planning guidance: OMB Circulars A-11, Budget Planning, Budgeting,
and Acquisition of Fixed Assets; A-94, Guidelines and Discount Rates for Benefit-Cost Analysis of Federal Programs;
and A-109, Acquisition of Major Systems; OMB’s Capital Programming Guide (July 1997); GAO’s Assessing Risks and
Returns: A Guide for Evaluating Federal Agencies’ IT Investment Decision-making (Feb. 1997); and other federal
guidance.
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Disclosures

35. The disclosures required by SFFAS No. 6, paragraph 45, for general PP&E are applicable to
general PP&E software. Thus, for material amounts, the following should be disclosed in the
financial statements regarding the software:

The cost, associated amortization, and book value.

The estimated useful life for each major class of software.

The method(s) of amortization.

The above listed disclosure requirements are not applicable to the U.S. government-
wide financial statements. SFFAS 32 provides for disclosure applicable to the U.S.
government-wide financial statements for these activities.

Implementation

36. Cost incurred prior to the initial application of this statement, whether capitalized or not,
should not be adjusted to the amounts that would have been capitalized, had this statement
been in effect when those costs were incurred. However, the provisions of this statement
concerning amortization and impairment should be applied to any unamortized cost
capitalized prior to the initial application of this statement that continue to be reported as
assets after the effective date.
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Appendix A: Basis For Conclusions

General Property, Plant, And Equipment

37.

38.

39.

40.

As stated in Statement of Federal Financial Accounting Standards (SFFAS) No. 6,
Accounting for Property, Plant, and Equipment, paragraph 10, the Federal Accounting
Standards Advisory Board (Board) believes that measuring the cost associated with using
general property, plant, and equipment (PP&E), and including that cost in a federal entity’s
operating results will help to achieve the operating performance objective. To meet the
operating performance objective, the Board seeks to provide accounting standards that will
result in

o relevant and reliable cost information for decision-making by internal users,

. comprehensive, comparable cost information for decision-making and program
evaluation by Congress and the public, and

o information to help assess the efficiency and effectiveness of asset management.

The Board believes that the cost of software acquired or developed for internal use that
meets the SFFAS No. 6 criterion for general PP&E should be capitalized. Internal use
software is specifically identifiable, can have determinate lives of 2 years or more, is not
intended for sale in the ordinary course of operations, and has been acquired or constructed
with the intention of being used by the entity."

This standard does not apply to software that is an integral part of stewardship property,
plant, and equipment. For example, if software is a part of a weapons systems, it would not
be capitalized but included in the cost of investing in that weapons system. On the other
hand, software used to accumulate the cost of acquiring that weapons system or to manage
and account for that item would meet the criteria for general PP&E and should be
capitalized.

Regarding any costs of internal use software acquired or developed for stewardship PP&E or
stewardship investments, the Board chose to follow SFFAS No. 6, Accounting for Property,
Plant, and Equipment, and SFFAS No. 8, Supplementary Stewardship Reporting, and
expense them as incurred. For example, a research project may involve new software
applications for computer simulation or modeling and meet the definition of a stewardship
investment in research and development. In such cases, that software should be expensed as

9See SFFAS No. 6, par. 17.
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part of that research and development stewardship investment. However, software used to
manage, account for, and report on research and development projects and activities would
meet the criteria for general PP&E and should be capitalized.

Comparison With SFFAS No. 6

41.

42.

43.

44.

As explained in the following paragraphs and in subsequent sections of the Basis for
Conclusions, the accounting standard for internal use software required some tailoring of the
provisions in SFFAS No. 6. First, the criteria in this standard for determining when to start
amortizing/depreciating differs from SFFAS No. 6. SFFAS No. 6 provides that for constructed
PP&E, depreciation begins when the PP&E is “placed in service.” However, this standard
defines the start of amortization for internal use software as the point when final acceptance
testing is successfully completed. This additional criteria is necessary, especially for
internally developed software—but also for contractor-developed and commercial off-the-
shelf (COTS) software—because (1) testing plays a major role for software assets by
demonstrating that the software product can meet the requirements and (2) of the need for
clear point for ending the developmental phase.

A second area of tailoring involves “enhancements” and other potentially capitalizable
expenditures incurred after the software and/or other general PP&E is in service. SFFAS No.
6 provides a criterion for capitalizable cost for general PP&E that is different from that
required here for software enhancements. SFFAS No. 6 provides that cost incurred to either
extend the useful life of existing general PP&E or to enlarge or improve its capacity should
be capitalized.'!

By contrast, this standard, as explained below, takes a different tack for software. It provides
that material expenditures to add capability/functionality would be capitalized but
expenditures that result in extending useful life or capacity would be expensed.

Finally, it should be noted that this standard provides additional procedures for recognizing
and measuring impairment. The provisions in this standard and in SFFAS No. 6 are the same
regarding situations where the software/general PP&E is impaired and will be removed from
service in its entirety. Both provide that the loss is measured as the difference between the
book value and the net realizable value, if any. However, as explained below, this standard
also provides for instances where (1) operational software is only partly impaired and (2)
developmental software becomes impaired.

Upar. 37.
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Respondent’s Comments

45b.

46.

47.

48.

The respondents to the exposure draft (ED), Accounting for Internal Use Software,
generally agreed with the principles presented therein. Most of the respondents agreed that
the cost of internal use software and enhancements thereto should be capitalized, that
capitalized amounts should be written down or off when the software is impaired, and that
the guidance in the ED was sufficient to identify capitalizable cost and to recognize
impairment. Two-thirds of the respondents agreed with the capitalization point in the ED—
after (1) management authorizes and commits to funding a project and believes that it is
more likely than not that the project will be successful and (2) the preliminary design stage is
complete.

Some respondents raised objections and concerns, similar to those expressed in response to
the original PP&E exposure draft, about capitalizing software, especially internally
developed software. They were concerned that distinguishing between the cost of new
and/or enhanced software on the one hand and maintenance and routine improvements that
do not benefit future periods on the other hand would be difficult. Other respondents noted
the rapidity with which technology changes and current software becomes obsolete, and said
that the risky and uncertain nature of software development makes write-off much more
likely for software than for general PP&E.

Notwithstanding these objections, the Board continues to believe that internal use software
is similar to other general PP&E and should be accounted for accordingly. Internal use
software and other information technology products and services are important resources
for government operations. They are subject to similar risks of impairment and write-off and,
otherwise, have general PP&E characteristics. Moreover, some respondents said they were
already capitalizing their COTS software, which represents a large and growing percentage
of their software portfolio.

The Board believes that the difference between internal use software and other general
PP&E is not sufficient to justify different accounting treatment. This standard provides
guidance for determining when capitalization starts and stops, how to amortize the software,
how to determine and measure impairment, and other guidance.

Cost-Benetfit

49.

Several of the respondents opposed the capitalization of internal use software because they
do not believe that the benefits of doing so are worth the cost. The respondents are
concerned about the difficulty and cost of evaluating, measuring, and tracking such
information. Some respondents point especially to the difficulty of allocating federal
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50.

51.

b2.

53.

54.

employees’ salaries and contractors’ cost in multiuse contracts (e.g., systems development
and maintenance).

Some argue (1) that capitalized internal cost related to developing internal use software is
often unrelated to the software’s actual value or is irrelevant, (2) that capitalization would
result in arbitrary values and amortization periods, and (3) that such cost is frequently
written-off, causing readers to be misled by the initial capitalization and subsequent write-
off.

In Statement of Federal Financial Accounting Concepts No. 1, Objectives of Federal
Financial Reporting, the Board points out that recommending accounting standards
necessarily involves judgments about the cost and benefits of producing information and
that standards can have different effects on different users. The Board is concerned that the
benefits from standards should exceed the cost of complying with them but realizes that the
benefits from standards are very hard to quantify.'

The Board is persuaded that the benefits from this standard exceed the cost. The Board
believes that internal use software meets the definition of general PP&E and that general
PP&E ought to be capitalized as an asset and amortized to the future periods benefited.

Capitalizing software contributes to the effective management of federal entities’ resources.
The careful measurement of the cost to construct capital assets, the matching of such cost to
periods and programs benefitted on the federal entity’s statement of net cost, and the
comparison of cost with other alternatives for achieving the entity’s goal comprise good
management. Moreover, the regular review of software assets for impairment provides an
early warning of problems. In short, such information provides periodic feedback about the
quality and competitiveness of software products and services.'

The Board believes that expensing software costs incurred (1) in the preliminary design
stage, (2) for software repairs and improvements that increase efficiency and useful life (see
discussion of enhancements below), and (3) under materiality considerations will ease the
burden of complying with this standard. Federal entities incur cost in the preliminary design
stage exploring design and technical possibilities. Expensing this cost will limit the risk of
“over-capitalization.”

2Also, see OMB Circular A-130, Management of Federal Information Resources, par. 7d, which establishes the goal of
having benefits exceed cost but notes that “the benefits to be derived from government information may not always be
quantifiable.”

13See OMB Circular A-130, par. 8a, “Information Management Policy,” and par. 9b, as well as OMB’s Capital
Programming Guide, for detailed guidance on analyzing information technology through the planning, acquisition, and
management-in-use phases.
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55.

56.

b7.

The Board realizes that software—in general—and internally developed internal use
software—in particular—present difficult materiality considerations. However, the Board
believes that federal entities will be able to use their discretion under the materiality
provisions of federal accounting standards to set reasonable limits to capitalization and
avoid incurring excessive cost in tracking de minimis items.

SFFAS No. 4 calls for the full cost of resources that directly and indirectly contribute to the
production of outputs to be assigned to outputs through appropriate costing methodologies.
Cost effectiveness is a key consideration in selecting a cost assignment method. As a general
rule, directly tracing costs and assigning costs on a cause-and-effect basis are more
expensive than cost allocations, because they require detailed analyses and record-keeping
for costs and activities. However, they are preferable because they produce more reliable
cost information than cost allocations.' In any case, the method used to trace, assign or
allocate costs must produce materially correct and complete costs.

The Board acknowledges that the service life of software is less predictable than that for
other general PP&E. However, the Board is not persuaded that the difficulties of estimation
and adjustment justify an accounting treatment different from that for other general PP&E.
The Board believes that the additional guidance in the standard versus that in the ED will
address the concerns raised by respondents and will be sufficient for federal entities to
comply with the standard.

Cost To Be Capitalized—Direct And Indirect Cost

b8.

59.

60.

Many respondents agreed with the ED position that indirect cost should be expensed. The
ED provided that such cost should be expensed because of cost-benefit considerations and
the risk of over-capitalization.

Several respondents objected to the failure of the ED to require indirect as well as direct
costs to be capitalized. Most of these respondents based their objection on the full-cost
requirements in SFFAS No. 4, Managerial Cost Accounting Concepts and Standards for the
Federal Government, believing that the Board would not be consistent with this standard
unless full cost accounting were adopted.

The Board had reserved final judgment on the issue of capitalizing indirect cost at the time
the ED was published. Several of the Board’s members had argued that capitalizing only
direct cost was inconsistent with SFFAS No. 4. Also, some Board members felt that, if the

1SFFAS No. 4, par. 143.
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standard not did require indirect cost to be capitalized, the cost of internally developed
internal use software would not be comparable with COTS and contractor-developed
software, which would include indirect cost.

61. After reconsidering the issue, the Board is persuaded that SFFAS No. 4 requires both direct
and indirect costs to be capitalized. Moreover, the new federal capital programming
guidelines' require full life-cycle cost to be tracked, which is a more extensive requirement
than that required by this standard, since it includes cost that would be expensed for
accounting purposes.'® Also, software asset values will be comparable among internally
developed, COTS and contractor-developed software.

Commencing Capitalization

62. Two-thirds of the respondents agreed that capitalization should begin as described in par. 21
of the ED (and par. 16 of this standard): that is, when (1) management authorizes and
commits to a software project and believes that it is more likely than not that the software
will be completed and (2) the preliminary design stage is complete. Two of these respondents
noted that the standard was consistent in this regard with the American Institute of Certified
Public Accountant’s (AICPA) draft Statement of Position (SOP).!” Six other respondents
would begin to capitalize only when “technological feasibility” is demonstrated.'® Other
respondents either would not capitalize internal use software under any circumstances or
only COTS software.

63. The Board has added a framework for identifying the stages of a software project. Also, the
standard now draws a sharper distinction between internally developed software on the one
hand and COTS and contractor-developed software on the other. However, the Board
believes that flexibility is needed so that the standard can be applied governmentwide.

The Office of Management and Budget’s (OMB) Capital Programming Guide, Supplement to OMB Circular A-11, Part
3 (July 1997), integrates the various executive branch and statutory asset management initiatives, including the
Government Performance and Results Act, the Clinger-Cohen Act, and the Federal Acquisition Streamlining Act, into a
single, integrated capital-programming guide.

l6«Capital assets are land, structures, equipment, and intellectual property (including software) that ... have an estimated
life of two years or more... The cost of a capital asset is its full life-cycle cost, including all direct and indirect cost for
planning, procurement ... operations and maintenance, including service contracts and disposal.” Capital Programming
Guide, version 1.0, definition of capital asset, p. i (July 1997).

"Published March 4, 1998 as SOP No. 98-1.
B“Technological feasibility” is the criteria that the Financial Accounting Standards Board (FASB) used in Statement of

Financial Accounting Standards (SFAS) No. 86, Accounting for the Costs of Computer Software to Be Sold, Leased, or
Otherwise Marketed.
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64.

65.

One respondent asked for clarification regarding management’s commitment to the software
project. This is critical, since it is the starting point for the capitalization of software cost.
The Board believes that management’s authorization and commitment are a recognizable
point for major software projects. A “go/no go” decision should be a visible milestone.
Management should use its best judgment to identify when its commitment to a major
software project takes place.

The Board decided that the “technological feasibility” test in SFFAS No. 6, which follows the
Financial Accounting Standard Board’s Statement of Financial Accounting Standards No. 86,
should be changed. The Board believes that that test is appropriate for software developed
for sale or lease or otherwise marketed but is not applicable to internal use software. Federal
software should be capitalized because it is a long-lived operating asset rather than inventory
to be sold. However, federal entities normally do not develop software for sale. If, in a rare
instance, an entity should engage to develop software for another federal entity, SFAS No. 86
would be applicable.

Software Licenses

66.

67.

One respondent asked for guidance on accounting for licenses for COTS software. The Board
had not discussed software licenses during its deliberations leading up to the publication of
the ED. Software licenses can cover periods ranging from the entire estimated service life of
the software (a “perpetual” license) to annual or more frequent periods and are similar to
leases of general PP&E.

The Board believes that it would be appropriate for the federal entity to apply lease
accounting concepts'’ and the entity’s existing policy for capitalization thresholds and for
bulk purchases to licenses. Immaterial costs would be expensed, but the entity should
consider whether period costs would be distorted by expensing the license.

Capitalization Thresholds

68.

In SFFAS No. 6, the Board carefully considered whether to take a prescriptive approach
regarding capitalization thresholds or to permit each entity to set its threshold in light of its
own particular operating environment. The Board decided that federal entities were too
diverse to require one threshold for all entities; hence, the Board adopted a materiality
approach whereby each entity establishes its own threshold as well as the guidance for bulk

9See SFFAS No. 5, Accounting for Liabilities of the Federal Government, “Capital Leases,” pars. 43-46, and SFFAS No.
6, Accounting for Property, Plant, and Equipment, par. 20, for federal accounting standards for leases.
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purchases. The Board continues to believe that permitting management discretion in
establishing capitalization policies will lead to a more cost-effective application of the
accounting standards.

Data Conversion Cost

69.

The issue of whether to capitalize all, some, or no data conversion cost is a difficult one.
Some argue that the cost of converting existing data to a new software system is analogous
to the types of cost that the Accounting Principles Board Opinion (APB) No. 17, Intangible
Assets, requires to be expensed as incurred because they are not specifically identifiable,
have indeterminate lives, or are inherent in a continuing business and related to an enterprise
as a whole—such as goodwill (APB 17, par. 24). The Board is persuaded that data conversion
costs are operating costs and should be expensed.

Amortization Period

70.

71.

Most respondents said that no maximum period for amortization should be set in the
standard. One respondent asked for clarification regarding the meaning of the general
requirement that the amortization period be “consistent with management’s plan for use.”
Another respondent asked whether the amortization period should begin when capitalization
stops or when the system is put into use, saying that, often, there can be a significant time lag
between these two events. One respondent asked for clarification regarding incremental
implementation.

The Board has added additional guidance regarding the cessation of capitalization and
commencement of amortization. The standard now focuses on the point when testing is
complete. The term “operational,” which some respondents found vague, is no longer used as
a definitive point for cessation of capitalization. Also, provision has been made to treat each
location and/or module separately.

Enhancements

72.

Several respondents requested additional guidance for distinguishing maintenance from
enhancements. The exposure draft proposed capitalizing the cost of changes to the existing
system as an enhancement if it is more likely than not that the changes add capabilities or
useful life. One respondent asked whether the cost of changes that make the software or
system easier to use and users more efficient, but do not significantly change the
capability/functionality (i.e., the system does not do any additional tasks), should be
expensed or capitalized. Also, the ED proposed that year 2000 (Y2K) cost be expensed as
incurred, even though they extend useful life. Several respondents asked whether Y2K cost
were “enhancements.”
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73.

The Board believes that an “enhancement” should be limited to instances where significant
new capabilities are being added to the software. Merely making the software more efficient
and/or extending its service life should not constitute a capitalizable cost. Software is more
fluid and malleable than other PP&E and the Board concludes that a higher threshold for
additional capitalization is reasonable.

Impairment

74.

75.

76.

77.

Two-thirds of the respondents said that the guidance on impairment was sufficient. Several
respondents had questions about how the impairment provisions would apply to particular
situations.

A respondent asked whether the availability of a new, updated version of COTS software
with significantly improved functionality, efficiency, or effectiveness means that the older
version is impaired even if the older version is still performing the functions for which it was
designed. He asked whether the availability of new technology, whether adapted or not,
render existing software “impaired.” He asked about the affect of modernizing existing
software to take advantage of the new technology. This respondent was concerned that if
modernization is included in the definition of “impairment,” there will be constant write-
downs.

The Board believes that none of the situations cited by the respondent would meet the
criteria of this standard in paragraphs 28-31. According to the criteria, in order for software
to be considered impaired, it would have to have lost its service potential such that the
federal entity would plan to remove it from service or the software would have had its
capabilities reduced.

One respondent asked about the ED’s proposal for expensing Y2K cost. Since the
implementation date for this standard has been moved back to FY 2001, the issue is largely
moot. However, the Board’s rationale for recommending that the Y2K cost be expensed is
that such cost is incurred to repair a design flaw rather than to add to the software’s
capabilities or useful life, although the latter would be affected.

Working Capital Funds

78.

At least one respondent was concerned about the impact of capitalizing non-COTS internal
use software on the cash flows, billing rates, and performance measurement of working
capital funds (WCF's). This respondent said that developing software internally and through
contractors could require long lead times during which WCFs would have to finance the
project because WCFs could not start to recover the cost from customers until the software
project was complete and amortization commences. Also, this respondent said that write-
downs or write-offs due to impairment by rapidly changing technology would be difficult to

SFFAS 10 - Page 22 FASAB Handbook, Version 13 (06/14)

Appendix 2-22 July 2015



Appendix 2 - SFFAS 10, Accounting for Internal Use Software

SFFAS 10

79.

80.

81.

recapture from customers who expect and budget for consistent billing rates. This
respondent believes that the capitalization of internally developed or contractor-developed
software could result in fluctuating rates depending on when new projects come “on line”
and on write-downs or write-offs due to impairment.

This respondent said that if write-downs or write-offs cannot be recovered from customers,
then capital funds would be unavailable for investment, the WCF's’ equity could be seriously
impaired, and the WCF's would rapidly become unable to effectively provide the services for
which they were established. The respondent said that WCF's are vulnerable to capital
shortages because they operate on a break-even basis rather than generate retained earnings,
and because they do not have access to private capital markets. This respondent’s WCF
currently capitalizes COTS software because it is a proven commodity; it becomes
operational immediately and the WCF can begin chargingback the cost to customers.

Fixed assets usually provide important future benefits but require large amounts of
resources up-front and extended periods for planning and acquisition. Making capital
planning decisions is often difficult for agencies because full budget authority is required
before the acquisition can commence and the entire acquisition has an immediate budgetary
impact. This makes capital assets look expensive relative to, for example, annual lease
payments even though the latter may be more expensive in the longrun.”

Notwithstanding these very real concerns, the Board concludes that the WCFs problem is
one of budgetary control and program finance rather than of accounting. Congress has
instituted various alternatives for WCFs to acquire capital. The Board’s responsibility is to
recommend what it considers the best accounting treatment considering all the
circumstances and the Board’s objectives.

Implementation Date

82.

The 23 respondents who addressed the question of the implementation date were almost
evenly divided as to the feasibility of an FY 1999 implementation date. Most respondents
opposing the FY 1999 date said that federal agencies do not have the cost accounting systems
as yet to account for capitalized cost but are developing such capabilities. Some respondents
said that most federal agencies have a great deal “on their plate” now, when one considers
the many recent initiatives. They said that an FY 2000 or FY 2001 implementation date would
be better.

See GAO, Budget Issues: Budgeting for Federal Capital (GAO/AIMD-97-5 Nov. 1996), for (1) an analysis of capital
budgeting problems experienced by WCFs and federal agencies generally and (2) possible solutions.
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83. One respondent said that the AICPA’s SOP is effective for periods beginning after December
15, 1998, and that there is no reason for the federal government to adapt such a standard
before the private sector does. The respondent said that federal implementation after the
private sector implements its standard would allow the federal government to learn from the
private sector’s experience.

84. The Board believes that federal entities are striving to meet deadlines for audited financial
statements, performance reports, cost accounting, technology management, and other
initiatives. Entities resources are under stress to meet these deadlines. Thus, the Board
believes that moving the implementation to FY 2001 is reasonable.
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Appendix B: Glossary

See Consolidated Glossary in “Appendix E: Consolidated Glossary”.
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